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PART I 



INTRODUCTION 

Navy Field Activities 
The Department of the Navy, alternatively 
referred to as the Naval Establishment, organizationally 
consists of three principal parts: the Operating Forces, 
Navy Department, and Shore Establishments. The Shore 
Establishment comprises the field activities of the 
bureaus and offices of the Navy Department. The Navy 
Field Activities, including over three hundred major 
installations, are Air Stations, Ordnance Plants, Ship- 
yards, Depots and other stations. Collectively these 
activities are commonly referred to as the "Field Level" , 
individually as a "Station", "Activity", or "Installation". 

The Navy Field Activities employ over ninety-five 
percent of the civilian personnel working for the Navy 
within the continental United States . It is through the 
field activities that a major portion of the Navy’s share 
of the defense collar passes. 

The purpose of this paper is to bring out the 
problems «nd advantages of budgeting at the Navy Field 
Level . 
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The Navy department , as the executive part 
of the Naval establishment, has issued instructions 
to, set up procedure for, and demanded Reports from 
field activities, to provided budget data required 
at the departmental level; but has issued practically 
no instructions, other than limitations, for detailed 
budgeting by the individual field activities. ?<hile 
each activity may have individual peculiarities and 
systems, most budget problems follow a similar pattern 
and are common to all. In fact, little difference is 
noted in budget principles at the departmental, bureau 
or field level, j&ven though some may think that the 
control exercidsd over the fiield by the department pre 
eludes spending time and money for budgeting by the 
activity, the advantages. to be gained still warrant 
more emphasis on the function of budgeting at the 
average navy field activity. 

Budgeting 

Budgeting is a form of planning, and the two 
cannot be divorced from each other. The challenge 
presented to defense Installations of maintaining 
equilibrium between periods of building up to cutting 
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back, as nictated by public opinion of the need for 
defense, requires intelligent pfenning to reduce waste 
of time and material. One of the most important tools 
for the direction and control of intelligent planning 
if "formal budgeting", Lvery organization must do a 
certain amount of planning and looking forward, but 
such work is apt to be irregular .and ineffectual unless 
reduced to « definite orderly procedure. Reducing plans 
to a definite orderly procedure in terms of dollars, 
putting the plans in print in a permanent file, and 
setting up organizational duties for keeping the plans 
current is "formal budgeting". 

Little can be gained by discussing the terminology 
of budgeting. In view of the commonly accepted definition 
of budget, when applied to government, the term "formal 
budgeting" is preferred. loo many people think of a 
government budget as a mere statement of allocations or 
income , ans expenditures for a set period of time , usually 
one year. In is process will normally take place whetner 
planned and wisely controlled or just allowed to run 
its course. When the personnel are not satisfied to 
just muddle through, but plan ahead, make a formal record 
of plans, develop related statistics , keep the dollar 
mark in view wnile planning, and establish for future 
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use of self or others files of related plans, programs, 
past experience factors, guides for determining and 
building future plans- -then we have "formal budgeting". 

The distinction between budget ng and budgetary 
control drawn by MacDonald is worthy of note, although 
it is my opinion that the term "formal budgeting" 
embraces the principles advocated for budget* ry control. 

In a definition of the word "budget", it is 
important that a clear distinction be made between 
budgeting and budgetary control. By itself, a 
budget after all is merely a collection of figures 
or estimates which indicate the future in account- 
ing terms. Budgetary control on the other hand 
involves careful planning and control of all 
functions of the enterprise. Bxidgetary control 
assumes a genuine desire on the part of the entire 
organization from the president to the office boy, 
to keep as close to the previously chartered course 
as possible, to accept responsibility for doing so, 
to checkactual performance against the plans, and 
in every other respect to use the budget as a real 
road map to reach the previously established goal. 
Heal budgetary control, in a word, is a point of 
view, not merely a collection of figures." 

The fundamental purpose of budgeting isto find 
the most profitable course through which the objectives 
of the activity nay be realized and hold to teat course. 



1 

John H. MacDonald , Practical Budget Procedure . 
(New York; Prentice-Hall, Inc., 1946), p. 2. 
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Present Budget ing at Navy Field Activities 

In using a vague tern such as "fidld activities" 
one has the advantage of not having to justify his 
remarks in relation to a single activity and likewise 
he cannot cite a single activity as authority for 
proving a statement referring to the whole. Such 
may be said to be the atatus of what is known of the 
present status of budgetingat the field level. A formal 
survey would produce sterotyped replies. A truer picture 
is found on the informal side from actual observation, 
contact with different activities and information from 
other observers. If one is able to penetrate the 
immunity of "having complied with directives^, he will 
find the average basis of budgeting, past year allocation 
(expenditures not yet known), adherence to pressure 
groups, arbitrary distributions, lack of a sound basid 
usually blamed on changes in workload and prices, and 
special whims of predecessors. Seldom do we find an 
orderly chart reflecting previously discovered reefs, 
current guides on which to continue the course, log book 
of events, machinery history relating to work rather than 
appropriations or allotments. 
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PART II 



BUJ5&ST FORMULATION 
Problems 

The fundamental problem In budget formulation 
at naval activities is that funds are not generated by 
the activity, but received from other sources by 
allocation. Allocations with strings attached, 
directions on use, reports to be made make local planning 
seem impossible. It is no surprise that most activities 
make plans to expend the funds fcather than following 
the desired goal of budgeting which is to fit the funds 
made available to the plans which should already be 
formulated ferr how best to achieve the mission and 
assigned purposes. The first problem is getting the 
cart behind the horse. It is futile to argue that 
knowledge of the funds to be received must be known 
before planning can be undertaken. Past experience as 
to when Uon ress will make funds available dictate 
that planning begin far in advance of the receipt 
of funds, 

Planning is ex ensive. Time purchased at high 
rates is consume'.'. Planning, to be worthwhile , must 
be performed by top personnel, avare of the facts 

6 
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controlling the course ol the activity, To be 
meaningful the plans must be recorded and correlated 
to statistical data; this means files, surveys and 
reports . 

The status of progress on the accomplishment 
of plans must be known periodically to correlate the 
various efforts and assure that the essential "bread 
and butter" will run out even. This necessitates a 
distinct reporting system. The chart of accounts and 
reports prescribed from the departmental level are 
designed to generate information of value only to the 
department. This consolidated information does not 
reflect local department and functional expenses 
re juired for local budget purposes. To be meaningful 
funds should be allocated along the sane lines as 
responsibility for carrying out the plans is delegated. 

The basic problems indicate that wort} while 
financial planning is not simple. The question arises 
as to whether the expense is warranted, hoes the 
limited discretion in the use of funds allowed the 
local administrators prohibit the use of budgeting 
principles? The size of the defense budget speaks 
for itself. Acknowledging that a major portion of 
tne funds a<~e for bureau procurement, a sufficient 
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balance is left to well warrant ample expenditures 
for budgeting, loo much blarae has been placed on 
leaks in the pipelines between the bureau and the 
field activities. Not enough acknowledgment is made 
by tne field that frofo the humble figures of the 
small activity departments, snowballing to the bureau, 
high estimates develop. 

Regardless of the transactions involved, the 
final budget problem is how to allocate not enough 
funds between requests for too much. Who shall be cut? 
What shall be omitted? Formal budgeting isthe most 
satisfactory tool to aid in solving these problems. 

Limitations 

To curb the usual objections made by critics 
when advantages of budgeting are discussed, it is 'well 
to define the framework within wrich budgeting is 
forced to operate ?y recognizing the foil wing limita- 
tions : 

Stability . No two fiscal periods are alike. 

The workload this year is not coropfer&ble to e previous 
period. The previous plans for expansion must now 
be changed for a standby status. One thing certain in 
government is change. We must accept it. Daily 
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dissemination of information now makes the crystal 
ball at the field activity nearly as clear as the 
crystal ball at tn- bureau, formal budgeting should 
provide factual data, allowing changes on a sound 
basis rather than by guess . 

Labor lings . From sixty to eighty percent 
of field activity funds are spent for labor. The 
labor ceiling is set by authority outside of thr field 
activity. When production workload is curtailed trained 
personnel must be retained, or the potential value of 
the activity as a defense installation is lost. This 
leaves only a small portion on the funds, the use of 
which is open to decision. 

Pay Hate . No local control can be exercised 
over the rates ofpay. Wnen Congress provides a per 
annum pay increase, it must be met. Likewise the activity 
has little choice when co ditions demand a local wage 
survey for per diem employees. 

Workload . There is no local control over the 
workload. Administrative cost will vary with trie 
workload. 

Functions which must be supported but no local 
control over the volume . Many such functions exist. 
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a current example is movement of household (fleets 
of military personnel. Local hauling and crating must 
be financed by local funds, yet no local control exists 
as to the volume of work. 

(Material Prices . Procurement regul; tions remove 
local control over the price to be paid for many items 
of material. In some cases the price of the item is 
not known for several months. 

L'hanges in Financial Support . Functions formerly 
financed by other funds shift to local funds. Often 
the first notice of this is receipt of changes. 

Lhart of Accounts . ‘-This is prescribed by higher 
authority and does not produce information adaptable 
for local budget purposes. 

Support Furnished Other Activities . Logistic 
support for staffs, outlying fields, auxiliary stations; 
carrying out surpus disposal programs, safety programs, 
various drives; all contribute to the cost of operation 
without producing funds. Sitch items as the above consti- 
tute a growing headache for the budget official . 

L ocal Assistance . Resistance to budgeting is 
offered sometimes b v key personnel and often by major 
department heads. in the form of excuses why needed 
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information is not available: ; refusing to us,, initia- 
tive and imagination in making forecasts; fault finding 
rather than constructive suggestions; placing undue 
emphasis on contingent items beyond local control; 
involved in previous assignments of high priority when 
budget facts are revested, and refusing to acknowledge 
that local control can oe exercised over funds granted 
by the bureau for special projects. 

A .little human relations and a lot of ear wo lit 
will uncover many of the reasons for local resistance, 
Resistance may stein from jealousy between department 
heads over the allocation of funds. The personnel of 
some departments have developed the attitude that their 
department is their own private domain, their methods 
of operating are above reproach and they resist any 
plan of 3s yirig bare trade secrets. Budgets have so 
often been used as whipping posts tnat the motto, "Never 
volunteer" is followed too stzictly. l'he man in complete 
agreement with the need and advantage of a formal budget 
program often fears that once established, the budget 
program will be given to a competitor for supervising 
the execution. 

These limitations, each comparatively minor and 
under military administration supposedly easy to dispose 
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of, are the tnoms in the sine which determine if 
a formal budget program will i unction. All of the 
would-be cures .nd solutions for handling local 
resistance may be summed up in- -patience and good 
faitn. In dealing with figures and plans the factors 
contributing to local resistance are too often neg- 
lected. It would be advisable to start building up 
good faith and confidence prior to undertaking a 
formal budget program. 



Alternatives 

The most evident phase of formulation of a 
field activity budget is the division of the funds 
allocated to the stat ion among the different purposes 
for which funds are required so as to achieve the 
greatest return for the station. There is never 
enough money for all requests. The altcrn^t ive of 
neglecting one project to provide for another is hard 
to avoid. Snail we cut town on the security personnel 
in order to maintain the fire fighting eiuipment? Wm 
we forego replacing the rolling stock and pay higher 
maintenance? Annual repair cost of office equipment 
will soon pay for replacement can we make the original 
outlc<y? Shoiala we maintain a few buildings in good 
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condition or spread the maintenance money with all 
buildings being maintained poorly? 

Intelligent judgment on the oart of the budget 
officials in selecting the alternative determines 
the efficiency and effectiveness of the activity. Ihe 
budget officials will have to develop methods for 
selecting the alternative which will bring the great*. st 
utility of return, ftore important still, the decision 
of ''which alternative" should rest with the budget offi- 
cials, having the interest of the activity, rather 
than in the form of excess fluids in one department, 
permitting a department head to exercise a selfish 
interest at the expense of the station. 
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PART III 



THE ADVANTAGES CP A FORMAL BUDGET PROGRAM 

In discussing budgeting f rota the advantages to 
be gain d Prom a formal budget program , one must also 
consider the possible informal objectives which might 
be adopted , depending on the individual needs of an 
activity. The informal objectives adopted will, to 
a large extent, influence tne basic budget organization 
Tne motivating factor for revising an existing proce- 
dure or replacing present equipment is the advantage 
to be gained. To establish this criterion one must 
know the advantages available. 

Tne following, while not intended to be complete 
point out f\ few of the advantages available to any 
activity t 

Mission . As a prelude to planning the mission 
must be clarified and defined. Budgeting, being a 
continuous program, will force usto define the mission 
and keep it up to date. 

Planning. Budgeting and planning are very close 
ly correlated and at times it is hard to distinguish 
between the two. In adopting as a definition for 
budgeting — "financial planning" , we must avoid creating 
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under the guise of budgeting, a separate planning 
group, and require th°t the present planners keep the 
dollar mark in view in their undertakings . K’ormal 
budgeting forces centralization and coordination of 
planning. Centralization and coordination of planning 
is a definite advantage requiring plans to be published, and 
maintained in a central file, rather than distributed 
through departmental tiles and in the minds of men 
rotating periodically. 

Prevent Overexpendituro of /unds . 'Phis is self 
explanatory. Kecent regulation, providing .stronger 
penalties ior overexpenditure , make mandatory stringent 
controls, establishing a rate of expenditure and reserves 
for planned future requirements through budget planning 
is the best solution. 

Morale Factor . A proper budget procedure, with 
full participation of department heads and personnel 
handling the financial matters within the department in 
preparation of the activity budget program will coordinate 
and correlate effort. Knowledge of the basis for distri- 
bution oi the funds will dispell fear of favoritism. 

A continuing budget program will establish factors for 
relating funds to the work to be performed; providing a 
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planned ay stem for disfcritmtion of funds rattier than 
an arbitrary guess. 

Statistical Inf ormation. formal budgeting 
re iuires gathering, compiling in a useful fov , maintain- 
ing in a central convenient file ana keeping current, 
statistical information which relates to financial 
expenditures, or has proven useful in the budget planning, 
i'his would not create additional workload, but offers 
a stabilized pro err •' to replace the furor experienced 
periodically, when statistical inf orr/ia tion is required 
on short notice. This provides a ready answer to 
questions by visitors and often avoids embarrassment 
during inspection. 
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PART IV 



RESPONSIBILITY FOR BT7BG ;TIKG 

^s.vuitials to Successful Bug meting 

Traditionally th* commanding officer of a Navy 
activity is responsible foremost and last for the 
operation of the establishment and accounting for its 
shortcomings. Writers on the subject of budgeting are 
in close accord as to wnat they consider essentials 
to successful budgeting. In reviewing these consider- 
ations it is noted that the required essentials point 
out where responsibility for different phases of 
successful budgeting should rest. 

Heckert gives five conditions essential to 
successful budgeting, which may be summarized as 
follows : 



1. Satisfactory organization. 

2. Satisf actory accounting. 

3. Research. Records of past performance are 
not enough. It must be known not only what has 
been attempted and with what results, but also 
wnat may be done and with what probable results. 

4’. v &efinite responsibility for the budgeting 
procedure . Usually che chief accounting officer 
is one logical p^son to <• ssume this responsibility. 

R ». Support of chief executive. No effective 
budgeting can be accomplished without the full 
support of the chief executive. The procedural 
part of the task can be delegated to the controller, 
or a committee, but the final executive force which* 



1 

J . Brooks Heakert , Business Budgeting and 
Control . (Ronald Press Co.,N.v.) 1946, p. 1^-1$. 
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is necessary to motivate the action must come 
from tne cnief executive. 

Bru«ao and Lazarus limit their list of important 
essentials of successful budgetary control to the 
following three: 

1. Have the budget follow the organization 
line and tn“- organization line meet the require- 
ments of budget accountability. 

2. Keep the procedure as simple as possible. 

3. Provide for f re juent comparisons of estimates 
with results. 

a dona Id su ; s up the essentials most applicable 
to the Navy in his requisites to successful budgeting 
which are: 

1. Well defined lines of authority. 

2. Department heads who will assume responsibility 
witnout quibbling. 

3. Close cooperation among all oepartments. 

4. a well planned accounting system. 

5. A budget director <■ ith a good working knowledge 
of conditions and who has both tact and ingenuity. 

6. A management which is sold completely/ on the 
idea acid is willing to play the game.^ 



5 

Henry Bruere *nd Arthur Lazarus, Applied 
Budgeting (New v or k; Kc Graw Hill Book Co., 1926), p.ll 

4 

John H. adonald , Practical Budget Procedure . 
(New York; Prentice-Hall Inc., 1946), p. 4. 
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Duties of a dun pet Officer 



Kegardleso of organization or procedures used, 
some individual must have as primary duty responsibility 
for the performance of budget work. Whether he is 
called budget officer, recorder, controller or some 
other title is not important . If he performs his duties 
as an impartial service rendered to tne depart ’ents 
he will be recognized; 11 not, no title will gj ve him 
the confidence and cooperation required of the indivi- 
duals with whom he must work. 

I’he following duties, which Sinclair states 
are usually assigned to the individual directly in 
charge of budget control are suggested as a guide for 
Navy use: 

Duties of the budget officer---Kegardless of 
nis e>:aet title and the person to wnom he reports, 
the duties of the individual directly in charge 
of budget control are usually as follows: 

1. To receive from department heads periodic 
estimates . 

2. lo transmit th«-se estimate- with such recom- 
mendations as ne may deem necessa-y. He nay combine 
and summarize these estimates so tnat they may be 
submitted in the most useful form. 

3. lo supply tho«e who finally approve the 
bxidget with all the available information which 
will assist toera in considering the estimates. 

4. lo receive the estimates as approved and 
transmit them to the departmental heads. 

5. I'o receive periodic reports prepared by 
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the operating departments or the accounting 
department, showing the performance of each 
da par t merit during tne budget period. 

6. To transmit periodic reports to the manage- 
ment showing a comparison oetween actual and 
estimated performance f'or each department and to 
make recommendations with refernnce to revisions 
which he deems necessary. 

7. To transmit to the departmental heads any 
revisions of the original estimates which may 
be made. 

8. -o recom.end any changes in the budget 
procedures «nich he may believe necessary. 

3uu ^ e t 0 rgnn i nation 

Throughout this discussion I have emphasised 
the relation of planning to oudgeting and full partici 
pation in budgeting by not only the department heads, 
but also one level oelow--toe budget worker ox the 
department. In developing a budget organization a 
means should be provided for accomplishing tnese fun da 
mentals. 



One activity nas accomplished the above principles 
through the use of a budget committee. The budget 
committee is primarily a fact finding body, with its 
only authority being to make recommendations to tne 
planning officials of the activity, decisions on the 
recommendations are made by the commanding officer with 
the planning officials. The budget com ittee h aded 
by the budget official is composed of budget representatives 



5 

Prior Sinclair, Budgetin g (Now York; The honald 
Press Company, 1934), pp. 25-26. 
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from each department . The department budget re- 
presentative is su-.lly the individual responsible 
for keeping tab on the department funds and has first 
hand information of the financial status and require- 
ments of the department. If someone other than the 
budget official is responsible ior maintaining the 
financial records 01 the activity, he should be a 
member of the committee. All requests for funds are 
submitted to the budget committee. Proposed distribu- 
tion for funds allocated to the activity snould be 
made by the budget committee. 

In addition to the usual advantages gained 
through committee participation , Che budget committee 
offers the following: (l)provides faster action on 
requests in that th* committee on a working level has 
first hand information from which to make re com- ^nida- 
tions with minimum research (2) promotes understanding 
through knowMge of the problems of other departments 
(3) assures cooperation in the budget execution si xice 
the men who will have to carry out the budget partici- 
pated in vne formulation. 

The disadvantages inherent in committee wc rk 
are overcome by use of the budget official. The budget 
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official ha_ dual rcspo tsi bilj ty . He in head of the 
budget committee and a .i,c • oer of the Planning group. 

In tnis dual capacity, the. budget official can make 
a well informed presentation of facts and recommenda- 
tions to the planning group and can pas back down to 
tne budget committee the action and policies of the 
planning group. 

The planning group, whether a board, committee, 
or otherwise, snould consist of the major officials 
of the activity and the commanding officer. The planning 
groups by retaining authority for approval of funds, is 
in a position to relate finances with planning, without 
the burden of cetail work. 

Thj s budget organization is recommenced as one 
which will help the activity secure the advantages 
resulting from budgeting, remove management from a third 
party relationship 'with funds from the bureau to the 
working level, and allow the commanding officer 
flexibility in deciding the control to retain over funds. 
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SUGARY 



The reader at this i nt may wonder if the 
step ofactually making a budget has been omitted 
or avoided intentionally . If so, he arrived at the 
true conclusion of the budget sutdent--tnat there is 
no set for/nula; no instructions wnioh the formulator 
may follow step bv step until he has a budget. f fo 
pattern exists which can be used over and over. 

Whether it be an agency , depa rtment , bureau or 1 ield 
activity, each budget must be tailor made, -et best, 
one can only be cognisant of the factors involved, 
principles taught, and an^lv tnem to the individual 
environment . 

The size of an activity only magnifies the 
principal budgeting problems common to all of how to 
distribute the funds equitably for the best return-- 
Am I reserving enough today for tomorrow’s re -uire- 
ments? Shall I exercise con rol by requiring individual 
justification and approval for certain functions? 

In relating planning, statistics, and funds , the 
individuals should not be overlooked. In the final 
'analysis a budget is no stronger than the relation and 
conflict of the individuals responsible for its execution. 
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